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Transportation Transactions in the U.S. Balance of Payments 
I NTERNATIONAL transportation 
transactions constitute one of the major 
components of the balance of inter
national payments of the United States. 
In 1962 U.S. credits (receipts) on the 
transportation account amounted to 
$1.75 billion or about 6 percent of all 
exports of goods and services. Corre
spondingly, U.S. debits (payments) 
resulting from all forms of international 
transportation were $2.06 billion or 
more than 8 percent of all goods and serv
ices imported. This excess of debits 
over credits, amounting to $306 million, 
was the fourth consecutive net debit 
balance in nondomestic transportation 
since 1958. Preliminary data for the 
first half of 1963 indicate a continuation 
of this condition. 

Since United States merchandise 
exports and imports are valued f.o.b., 
that is, including ship loading fees but 
excluding transportation and related 
charges, these costs are separately 
valued and recorded in the transporta
tion account of the U.S. balance of 
payments. The major elements com
prising this account are freight charges, 
passenger fares, and expenditures in 
port. 

Freight on imports is ultimately paid 
by the American importer either dii'ect-
ly to the carrier, or via the foreign 
exporter whenever the purchase is mado 
on c.i.f. (cost plus insurance and freight 
charges) terms. Shipping charges for 
the carriage of American imports are 
therefore debits in the balance of inter
national payments, provided that the 
carrier is a foreign operator. If the 
carrier which transports the imports is 
a domestic concern the payment for 
freight is not recorded, since only trans
actions between U.S. and foreign resi
dents enter into the balance of payments. 
Similarly, freight on U.S. e.xports is 
ultimately paid by the importing coun
try regardless of whether the pm'chase 
was made on f.o.b. or c.i.f. terms. 
When U.S. exports are transported on 
American carriers the freight earned is 
a credit in the U.S. balance of payments. 

If, however, tiie exports arc shipped via 
a foreign carrier the freight cost would 
not be included in the U.S. balance of 
payments, since the transaction is 
between foreign residents. 

Other elements of freight transporta
tion costs include payments to foreign 
airlines and receipts of domestic air 
carriers for the carriage of goods, re
ceipts of U.S. pipelines in Canada, 
credits resulting from intransit Cana
dian goods using U.S. rail lines, and 
credits on intransit foreign goods 
moving by U.S. railroads. 

Passenger fares are also included in 
this account and comprise receipts by 
American airlines for the transporta
tion of foreign passengers to and from 
the United States and for tlie transporta
tion of foreign residents between foreign 
countries. United States debits include 
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the reverse transaction, fare payments 
by U.S. residents to foreign transporta
tion companies. 

Operating costs or expenses in port 
are another important part of transpor
tation transactions. Port expenditure 
receipts include disbursements by for
eign sea and air carriers in the United 
States for fuel, port fees, provisions, 
maintaiiiance, advertising, stevedoring 
and other wages paid to personnel in 
the United States. Similar payments 
are made abroad by U.S. carriers in 
foreign ports. 

Postwar changes in ocean 
tra nsportation 

Up to a few years ago the substantial 
loss of merchant marine tonnage by the 
principal maritime nations during 
World War I I at a time when U.S. ton
nage was undergoing a fourfold expan
sion; increased international trade dur
ing the postwar reconstruction stage; 
and the subsequent world economic ex
pansion all had the eft'ect of placing 
American transportation services at a 
premium. From 1940 through 1958 
the United States had a net credit bal
ance in the transportation account of its 
balance of payments. Prior to that, 
in every year from 1922 to 1939, United 
States debits exceeded credits on traus-
portation services. During the 1950's, 
however, most merchant marine coun
tries graduaUy replaced their depleted 
fleets with new, larger and more efficient 
vessels, which oft'ered stronger competi
tion to the ocean transportation services 
of this country. Since 1958 the net 
position of the transportation account 
has reverted to its prewar pattern of a 
net payments balance. 

From 1952 to 1962 freight receipts 
declined relative to merchandise ex
ports from 5.9 percent to 3.2 percent. 
On the other hand, freight payments 
rose relative to merchandise unports 
from 3.9 percent in 1954, the fu'st 
year after the Korean conflict, to 6.5 
percent in 1962. The recent excess of 
freight debits over credits reflects the 
declining participation of U.S.-flag ves-
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sels in the transportation of United 
States foreign trade. In recent years 
about one-fourth of the value of U.S. 
ocean-borne foreign trade has been 
carried by the U.S. merchant marine. 

Port expenditures a balancing factor 

A large imbalance in the transporta
tion account is unlikely because of the 
countervailing effect of port expendi
tures resulting when either U.S. or 
foreign operators enlarge their carriage 
of U.S. commerce relative to the other. 
Port expenditures, which include wage 
payment to crew, bunkerage, port use 
and piloting fees, advertising, and in 
some cases loading and unloading 
charges, constitute a large part of the 
total cost of moving goods in inter
national trade. As U.S. payments to 
foreign carriers for the transport of 
U.S. imports and passengers increase, 
the port costs of these carriers in the 
United States must also rise since these 
charges are directly related to the 
increased activity of the carriers in the 
United States. Conversely, when 
transportation receipts from additional 
freight earnings on U.S. carriers in
crease, U.S. payments to foreign coun
tries on port expenditm'es also rise. 
Thus, port expenditm'es constitute a 

partially balancing element, minimiz
ing large fluctuations on the credit or 
on the debit side of the transportation 
account of the balance of payments. 

Because revenues from the carriage 
of goods are ofl'set to a large extent by 
port charges and other related costs, 
extreme shifts in the carriage of U.S. 
trade are comparatively small in their 
net efl'ect if it is assumed other factors 
do not change. 

In table 2, the 1962 actual ocean 
freight balance of pajnnents position 
is presented and compai'ed with the 
extreme cases that aU U.S. exports and 
imports were carried by American-flag 
vessel, or that only I'oreign-flag vessels 
were used hi the transportation of U.S. 
foreign trade. These extremes assume 
that sufficient vessels are available and 
that freight rates do not change, and 
ai'e presented solely to illustrate how 
shifts in the ciu-riage of freight between 
U.S. and foreign vessels tend to affect 
om' transportation account. 

If U.S. vessels carried aU of this 
country's ocean-borne commerce, no 
debit from freight would result, but 
port expenditures would increase great
ly as a result of the increased activity. 
If all U.S. ocean-borne imports and 
exports were carried aboard foreign 
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vessels, payments to the United States 
for port expenditures would ofl'set some 
of the increased freight payments. 
This table indicates that the United 
States balance of payments position on 
ocean transportation could fluctuate 
between the Ihnits of $820 million ex
cess of credits over debits if all freight 
were carried on U.S.-flag ships, to $300 
million excess of debits over credits if 
all cargo were carried by foreign-flag 
ships. 

When the assumption is made that 
the carriage of all trade is shifted to 
U.S. vessels, freight receipts rise sharply 
because of the relatively higher freight 
charges by U.S. operators on exports, 
which are largely liner tonnage with 
relatively high rates. On the other 
hand, Avhen it is assmned that all our 
imports are carried on foreign vessels, 
our freight payments on imports rise 
only moderately. This is partly be
cause a large proportion of the tonnage 
is ah'eady under foreign flag, pai'tly 
because of lower rates, and in part 
because om* imports consist to a greater 
extent of commodities with lower trans
port costs than our exports. In addi
tion, port expenditures abroad are 
generally less expensive than in the 
United States, so that a relatively 
smaller pai't of the gain in freight reve
nue, when all trade is carried in U.S. 
vessels, is ofl'set by a rise in expendi
tures in foreign ports. 

In citing these, cases, of course, 
many other considerations not directly 
related to the balance of payments 
are excluded and even for the balance 
of payments accounts there would be 
major indirect effects. The latter 
would include changes in the cost of 
delivering U.S, exports that would 
aft'ect our competitive position, and 
offsets to our expenditures that result 
when foreign recipients of dollars spend 
them in the United States. 
Freight receipts and payments 

In 1962 earnings from all lands of 
freight on U.S. exports amounted to 
$701 miUion, while freight payments to 
foreign transportation concerns for im
ports into the U.S. amounted to $877 
million. Table 1 presents credits and 
debits resulting from freight move
ments as well as other major com
ponents of the transportation account. 
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Ocean freight is by far the most 
important item in freight receipts and 
payments and constitutes 84 percent 
of total freight receipts and almost 34 
percent of all earnings of the trans
portation account in 1962. I t is an 
mportant item also because of its 

large changes, which depend on such 
vai'iables as changes in the tonnage 
and commodity composition of inter
national trade, the degree of participa
tion of U.S. vessels in world trans
portation services, and the level of 
freight rates. 

Credits on ocean freight transporta
tion result from the transportation of 
U.S. exports abroad aboard U.S. vessels 
and then- carriage of goods between 
foreign ports. These earnings declined 
dm'ing the Korean conflict from a high 
of $880 million in 1951 to $471 million 
in 1953. In large part this decline was 
attributable to the transfer of privately 
operated vessels to the Maritime Ad
ministration and to the fact that much 
of the remaining U.S. privately operated 
fleet was engaged in the carriage of 
supplies to the United Nations forces in 
Korea. 

With the end of hostilities in Korea, 
ocean freight receipts increased again 
gradually and reached a peak in 1957, 
when the closing of the Suez Canal, as 
well as cyclical peaks both in the U.S. 
and in the major industrial countries 
abroad, intensified the demand for 
shipping facilities. In the following 
year U.S. ocean freight receipts fell 
sharply to $559 million primarily as a 
result of a large decrease in freight 
rates, which can be attributed to the rise 
of vessel-carrying capacity relative to 
the total volume of cargos in interna
tional trade. In the remaining years 
thi'ough 1962 these receipts have risen 
slowly. 

Earnings on ocean freight totaled 
$588 million in 1962, little changed from 
$585 miUion in 1961. While the 
amount of export tonnage carried by 
U.S.-flag vessels declined, earnings per 
ton carried increased. The per ton rise 
in ocean freight earnings occurred dur
ing the third and fourth quarters of 
1962, when the shipping industry was 
facing threats of a waterfront labor 
strike. As a consequence the demand 
for shipping to overseas destinations 

increased temporarily relative to the 
cm-rently available space and the ship
ping concerns tended to accommodate 
commodities with higher freight rates. 

Ocean freight payments for United 
States imports carried by foreign carri
ers reached a peak in 1960 of $910 
million, but declined in 1961 as a result 
of a decrease in the quantity of imports, 
and in 1962 remained below the 1960 
level at $818 million. The reduction 
in payments resulted largely from 
the decrease in freight rates of bulk 
commodities. 

Included in total freight credits and 
debits are other transactions, such as 
Great Lakes shipping, rail traffic and 
freight car rental between the United 
States and Canada and Mexico and 
pipeline transportation. The net bal
ance of all these transactions has fluctu
ated over the years between small net 
receipts and payments, and amounted 
to $24 million of net receipts in 1962. 

Port expenditures 

Since 1958 the largest source of 
dollar receipts in the transportation 
account of the balance of payments 
has been port expenditures by foreign 
sea and air carriers. In 1962 foreign-
flag vessels spent for these purposes in 
the United States an estimated $684 
million. Port expenditures in the Unit
ed States b̂ Ĵ  foreign air carriers for fuel. 
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loading fees, maintenance, advertising 
and salaries amounted to over $190 
miUion for the same year. 

Eeceipts from port expenditm'es of 
foreign ocean carriers rose markedly 
from 1952 to 1962. Higher prices for 
fuel and other services partly explain 
this trend, but of greater importance 
is the increased participation of foreign 
carriers in the international trade of the 
United States. These costs are in-
cm'red by foreign vessels in connection 
vnth shipments to and from the United 
States and should be compared with 
the freight revenue earned by foreign 
ships from U.S. exports as well as im
ports. Because the port expense is by 
far the major element of total freight 
cost, port expenditure receipts can be 
nearly as high as all United States pay
ments to foreign steamship operators 
for the transportation of U.S. ocean-
borne imports. 

During the 11 years span from 1952 
to 1962 the ratio of earnings from 
port expenditures to payments for 
ocean freiglit declined somewhat, but 
in the latter year still remained very 
high. This decline can be explained 
by changes in the commodity com
position of imports and exports from 
liner to tramp and tanker cargos; 
loading and unloading costs of cargo 
carried on these vessels are much less 
than tliose of cai'go typicaUy carried 
on liners. 

Disbursements in foreign ports by 
United States vessels and by vessels 
chartered by American operators for 
the transportation of freight between 
foreign ports amounted to $241 million 
in 1962. 

Passenger fare payments rise 

Passenger fares are the second most 
important item on the payments side 
of the transportation account, and 
third on the credit side. During the 
last eleven years passenger fai'e pay
ments have more than tripled, in
creasing from $175 milHon in 1952 to 
about $563 million in 1962, while 
receipts from the carriage of foreign 
residents by U.S. carriers rose by only 
27 percent, from $112 milhon to $142 
miUion. The substantial growth of 
passenger fare payments is explained 
primarily by the large expansion of 
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international travel of United States 
residents. 

About $200 miUion of 1962 passenger 
fare payments was earned by foreign 
passenger vessels and the remaining 
$362 million by foreign air carriers. 
On the receipt side. United States 
air carriers earned approximately $42 
million from the transportation of 
passengers between foreign countries 
in addition to the $86 million earned 
from foreign residents for direct travel 
to and from the United States. Ameri
can passenger vessels received over $14 
million from the transportation of 
foreign residents to and from the 
United States. 

Passenger fare payments to foreign 
air carriers by U.S. residents exceeded 
payments to foreign sea carriers for the 
first time in 1959, and have continued 
to do so since. 

The expansion of international travel 
by U.S. residents is not the only factor 
affecting the growth of fare payments; 
the increased competition of foreign 
air carriers is another. Foreign airlines 
of other nations are the major competi
tors in the American market I'or inter
national air travel. The major part 
of the competition comes from the 
airhnes of other industrialized countries, 
bu t many of the less-developed coun
tries also have international airlines 
under their own flags. 

A major recent development has been 
the rapid growth of air freight. U.S. 
air carriers earned $56 miUion in 1962 
against $24 million in 1952 on the trans
portation of U.S. exports. Air freight 
payments to foreign carriere on U.S. 
imports amounted to $26 million in 1962 
and $3 miUion in 1952. 

1 Merchandise exports and imports 
carried by domestic and foreign air 
carriers were valued approximately at 
$840 million and $662 million respec
tively in 1962. Exports moved by air 
were about 11 percent of all imports 
of manufactured goods. The average 
value per ton of exported air freight 
was approximately $11,000 as compared 
with an estimated $142 per ton value of 
ocean-borne exports in 1962. Freight 
transported by air received a strong 
boost during the strike in the ocean 
shipping industry at the end of 1962. 

Table 3.—Value and Weight of Ocean-borne U.S. Exports and Imports , by Type of Service 
and by U.S. or Foreign Flag Carrier, 19.58-1961 
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Operating exi)enditures of foreign 
airlines in the United States—a port 
expenditure item—increased from $32 
million in 1952 to $190 miUion in 1962. 
The ratio oC these receipts to air pas
senger fare payments fluctuated from 
50 to 75 percent during the same period. 
Payments for operating expenditures of 
American airlines abroad amounted to 
about $167 million in 1962, which is an 
increase of about 90 percent over 1952. 
In contrast lo port costs of ocean carriei's 
the net balance on air port expenditures 
is adveree to the United States. The 
substantial increase of these receipts 
and payments can be attributed to the 
large expansion of air travel and air 
freight during the past years. 

Value of ocean-borne trade 

In 1961 ocean-borne exports in terms 
of value amounted to $13.7 billion, 
which is approximately 65 percent of 
all U.S. merchandise exports. The 
value of exports in 1961 transported on 
liner vessels was $10.7 billion, whfle 
tramp vessels moved over $2 billion 
and tankers about $1 biiiion of the U.S. 
ocean-borne exports. American-flag 
vessels carried somewhat less than 30 
percent of the value of ocean-borne 
exports. 

The vidue of imports moved by ocean 
freighter in 1961 amounted to $10.9 
billion or about 73 percent of all our 
merchandise imports. Liner vessels 
carried $7.7 biUion wliile tramps carried 

$1.49 biUion and tankei-s $1.76 biUion of 
the ocean-borne imports. U.S.-flag 
merchant vessels carried $2.4 billion of 
imports in 1961 or 22 percent of the 
total import value; the participation of 
U.S.-flag vessels was only 7 percent of 
all ocean-borne import tonnage. 

A comparison of weight and value 
cai'i'ied by U.S.- and foreign-flag vessels 
is given in table 3, showing that the 
operations of U.S.-flag vessels are con
centrated mainly in the transportation 
of high-value cargoes, which usually 
have high freight rates. Thus, al
though U.S.-flag vessels carried only 
8.8 percent of the import and export 
tonnage transported by ocean vessels, 
they earned an estimated 23 percent 
of all freight revenue generated b}' the 
ocean-borne United States loreign trade. 

Volume of ocean-borne trade 

The volume carried by ships of all 
flags in the ocean-borne foreign trade of 
the United States increased from 166 
million tons in 1952 to 269 million tons 
in 1962. Of this total U.S.-flag vessels 
carried 71 million tons in 1952 but only 
24 million tons in 1962. Cargoes mov
ing in liner service decreased from one-
quarter of all tonnage carried in 1952 
to one-sixth in 1961. As the demand 
for raw materials and petroleum im
ports rose and the exports of agricultm-al 
aid cargoes expanded, tramp and tanker 
services took an ever increasing share 
of the volume of foreign trade. 

file:///dmlnlstratloii
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Export tonnage increased by ahnost 
40 percent, from 72 million tons in 1952 
to 101 million tons in 1962. During 
the Korean conflict exports dechned in 
terms of quantity to 53 million tons in 
1953. From 1954 export volume rose 
steadily to a record level of 129 miUion 
in 1957. After the Suez incident ex
port tonnage declined in 1958 to 89 
million and in 1959 to 83 million, but 
rose sharply in 1960 to 95 million and 
has continued upward more gradually 
since then. 

The volmne of unports rose more or 
less steadily, reaching 170 million tons 
in 1962 an increase of 92 percent from 
the 89 million in 1952. 

Trends i n U.S . Shipping 
Operations 

The participation of U.S.- flag vessels 
in the export and import trade of the 
United States has declined primarily 
in the tramp and tanker sevice. In 
1952 out of total oil imports of 45 million 
tons, U.S.-flag vessels carried 23 million 
or about 50 percent, while in 1961 they 
carried about 1}^ million tons, or 1.4 
percent of all U.S. oil imports of 101 
million tons. 

Although the quantity of exports 
and imports carried by tramp vessels 
increased, the U.S.-flag participation in 
absolute and relative terms declined. 
Tn 1952 out of 61 miUion tons of tramp 
imports and exports, U. S.-flag vessels 
carried 16 million but in 1962 carried 
only 7M million out of 108 total miUion 
tons of imports and exports. 

In 1952 U.S. flag liner vessels trans
ported 45 percent of all liner export 
tonnage and about 90 percent of all 
liner imports. Since then the partici
pation of the American steamship lines 
lias steadily declined until, in 1962, U.S. 
liners carried only about 25 percent of 
liner-borne exports and imports. U.S.-
liner participation in the transportation 
of exports would have possibly de
clined even more if i t were not for the 
support provided to them by the 50-50 
provision of Pubhc Law 664. 

The world merchant marine fleet 
increased from 87 miUion gross regis
tered tons in 1952 to 132 milhon in 1962, 
an increase of 52 percent for the period. 
Moreover, as a result of spcciahzation 
î nd the general streamlining of opera

tions as well as of increased speeds, the 
increase in the efficiency of the world 
fleet is greater than would appear from 
the mere increase in its size. During 
the same period, however, the privately 
owned American fleet (excluding the 
Government-owned reserve fleet) re
mained about 10 miUion gross tons. 

The total active U.S.-flag merchant 
fleet has shrunk from about 17 per
cent of the world's total in 1952 to onty 
7.6 percent in 1961. The I'aUure of the 
U.S. merchant marine to keep up with 
the growth of world tonnage is at
tributed to a large variety of factors, 
of which the high cost of operathig 
American flag vessels is probably the 
most important. Because of this last 
element some United States sliipphig 
interests prefer to operate sizable por
tions of their fleet under foreign flags. 
A large tonnage has been built in recent 
years by U.S. companies and their 
subsidiaries and has been placed under 
the flags of Panama, Honduras and Li
beria. Moreover, sizable tonnage has 
also been transferred to foreign sub
sidiaries ol' parent U.S. concerns and 
has been registered mainly with the 
above-mentioned countries in order to 
take advantage of the lower operating 
costs under foreign flags. 

A large part of these U.S.-owned 
vessels under foreign flag are operating 
in the foreign trade of the United States. 
In 1960 a total of 353 such U.S.-
o\vned dry cargo and tanker vessels of 
8.3 million dead weight tons were en-
Table 4.—Ocean Transportation Costs Re

lated to the Value of Ocean-borne Freight, 

1953-61 
[.Millions of dollar.s] 

Value of 
ocean-
horne 
frelRht 

E x p o r t s : 

1961.. . . 
1900 
1950 
10.18 
1967 
10.16 

1054 
10.13 

ImporlH: 

1901 
1000 
19.19 
10.18 
1057 
1950 
1955 
19,14 
19.13 

13, 085 
13,301 
10,820 
10, 893 
13,403 
11,705 
9,7.19 
8. 791 
8,103 

10,930 
11, 429 
11,001 
10,032 
9,469 
9, 669 
8,023 
7,847 
8.381 

Esthnated 
total 
ocean 

transpor-
lalion cost 

1,060 
1.030 
1. 310 
1,459 
2,149 
1,001 
1,310 

903 
861 

1,071 
1,1.17 
1,170 
1,079 
1,108 
1,000 

802 
771 
787 

U..S. 
sliare of 

oceiui 
transi- 'ort 

eo.=?l 

426 
428 
3,18 
420 
039 
.130 
447 
313 
341 

280 
247 
368 
330 
391 
403 
382 
402 
301 

KrelRht 
costs as 
percent 
or value 

12.1 
12.3 
12.1 
13.4 
10.0 
10.1 
13.5 
10.3 
10.6 

9.8 
10.1 
10.0 
10.8 
11.7 
10.5 
10.0 
9.8 
9.4 

gaged in the U.S. foreign trade. These 
vessels carried 63.7 miflion tons of 
imports and exports, which is about 
23 percent of all U.S. foreign trade 
cargos. In fact, over 39 percent of all 
oil imports and 26 percent of all dry 
cargo imports were carried by vessels 
listed under U.S. efl'ective control. 

Eecently a substantial portion of the 
U.S.-owned foreign flag vessels has been 
built abroad in countries which in the 
last years have added to their doUar 
and gold holdings. The construction 
of these vessels abroad increased U.S. 
private capital e.xports, or required the 
use of funds which otherwise might 
have been returned to the United 
States. Some part of the freight re
ceipts earned by these foreign flag ves
sels under U.S. effective control is 
used to repay loans and interest in the 
United States. 

Cost of shipping related to trade 

Overseas transportation costs of U.S. 
ocean-borne exports in 1961 were on 
the average about 12 percent of the 
export value. Total freight paid to 
ocean carriers on exports was estimated 
at $1,656 miUion, of which American 
operators received $425 million while 
the remaining $1,231 million was paid 
to foreign-flag vessels. Ocean trans
port cost on exports increased from 
around 10 percent of the value of 
exports in 1952 to a peak of about 16 
percent in 1957, then dechned gradually 
to its present level. 

On U.S. imports average transport 
cost was estimated to be about 10 
percent of the value of ocean-borne 
imports at dockside in foreign ports in 
1961. Payments for transportation on 
U.S. imports were estimated to be about 
$1,102 iiiiUion of which U.S.-flag ships 
received $311 miUion while the re
maining $791 miUion went to foreign 
ocean carriers. Average freight cost on 
U.S. imports fluctuated rather narrowly 
between 9 and 10 percent from 1952 
to 1961. 

The existence of transport costs 
means, of course, that our products are 
more expensive abroad than in the home 
market and that imported goods are 
more costly here than abroad. High 
transport cost is a deterrent to trade, 
both regional and international. A 
review of existing data suggest that 

l i 
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ocean freight rates on cargos outbound 
from the United States are generaUy 
higher than inbound rates for the same 
commodity and the same trade route. 
Freight rates on cargo liner service 
operating on major freight routes are 
established by conference agreements. 
The steamship conference, by setting 
freight rates on a particulai' trade route, 
acts as a price leader; other liner com
panies that are not parties to the con
ference agreement offer simUar services 
at rates about 10 to 15 percent less than 
the established conference rates. 

The underlying concept in the organi
zation of a steamship conference has 
been the desu'e to regulate competition 
between the regular lines of different 
nations by establishing uniform freight 
rates for each commodity and uniform 
trade practices. Most major U.S. in
ternational freight routes are dominated 
by liner conferences in which American 
steamship companies are participating 
with companies of other nations. Ili 
seems that the practice of conferences 
has been to consider inbound freight 
into the United States as "back-haul" 
cargo, thus setting cheaper rates for 
commodities on United States bound 
ships that would otherwise be returning 
in ballast to pick up new cargo. The 
entire charge for overhead costs is 
assigned to the outbound journey for 
the United States; therefore, the "back
haul" rate can be kept lower because 
only direct cost must be met and any 
returns in excess of these is considered 
profit. This being the case, manj ' com
modities on several routes have higher 
rates outbound than the same goods 
inbound for U.S. ports. 

Freight rates on U.S. exports tend to 
be greater than inbound rates on U.S. 
imports for the same commodities in 
our foreign trade with industrial coun
tries. In addition, some rates from the 
United States to less industrialized 
areas are higher than freight rates from 
Western Europe and Japan for the 
same commodities over comparable 
freight routes. Provided that the com
position of trade and the participation 
of U.S. flag are not affected, higher 
freight rates on U.S. exports increase 
our foreign exchange earnings in the 
transportation account, but would affect 
adversely our merchandise exports, the 
largest receipt item in the balance of 
payments. 

GNP—(Cont. from p. 5) 

Because the gains in durable goods 
output have been relatively greater than 
those in other areas of the economy, 
durable goods have accounted for 45 
percent of the rise in GNP in the 
current e.xpansion. (See text table.) 

This ratio compares with percentages 
of less than 30 percent in the previous 
two recoveries, and reflects a re
surgence in the share of hard goods 
output in total GNP. 

Distribution of Increase in Real GNP by 
Major Type 

Gross National Product 

Durable Roods output--
Nondurable Roods out-

II 1964-
III1960 

I 1068-
II1900 

11001-
II1003 

As 11 percent of lotal rise In 
real CINP, from trough to 
nine ipiarters after 

100.0 

20.0 

30.0 
8.1 

31.4 

100.0 

28.9 

27.3 
8.4 

35.4 

100.0 

44.4 

10.8 
0.3 

32.6 

At the bottom of the 1960-61 re
cession, durables output made up less 
than 17 percent of the total—the 
smallest share of the entire postwar 
period. By the second quarter of 
this year, the ratio was back up to 
20 percent. Wliile this share com
pares favorably with the peak quarterly 
rate reached in the economic advance 
of 1959-60, the relative share of dur
ables production in total output is 
still below the 22-percent level that 
was common in prosperous quarters 
in the early and mid-1950's. 

As the table and chart indicate, the 
rise in total production has been held 
down bj'' a slower than average advance 
in the demand for nondurable goods. 
Eelative to total consumer income 
and buying, purchases of nondurables 
have been declining very slowly during 
most of the postwar period. 

Nine quarters after the trough, the 
cyclical e.xpansion in output of both 
services and construction has been 
about the same as in the two previous 
expansions. While the growth in serv
ices of all types has continued about 
in line with the postwar uptrend, 
there have been divergent tendencies 
exhibited by two of the major com
ponents of service e.xpenditures. The 
rate of gain in personal buying of 
services has slowed somewhat in the 
last few years. On the other hand. 
Federal compensation of employees— 
by far the largest item of Government 
purchases of services—has risen by 
one-eighth since the most recent cyclical 
low, or much more than the last two 
times. State and local government 
payi'oUs—the third major component 
of service outlays in the National 
Accounts—have continued to expand 
on their postwar growth trend during 
recent years. 

Total construction mainly tracing 
changes in spending for business and 

housing structures, has typically shown 
a somewhat erratic cyclical behavior. 
In the recent expansion, there has been 
an especiallj'' strong and long lasting 
gain in residential buUding which has 
carried total construction higher in 
most quarters. A small decline in State 
and local government construction out-
lays^—which make up one-tenth of the 
total—has held back the overall gain. 

As the chart shows, dm'ing the 1958-
60 uijswing in business activity, con
struction reached a peak early and fell 
irregularly for a year by this stage of the 
cycle; this reflected mainly develop
ments in the housing market. None
theless, in all three recoveries, total 
construction expenditures were roughly 
7 percent higher in the ninth quarter of 
aclvance than at the cyclical low. 

U.S. Investments—{Cont . from p. 22) 

Though the net increase in U.S. 
private iuA'^estments is of the same 
order of magnitude as the reduction 
in net liquid assets this does not, of 
com'se, imply a direct link. Many 
items or combinations of items in the 
balance of payments accounts woifld 
add up to similar or larger amounts 
over the years. As the U.S. debtor-
creditor position has evolved, however, 
a few major relationships should be 
noted. 

Certainly no country has had pri
vate foreign investments as large 
as those now held by U.S. nation
als in other countries, or retm'iiing 
as much income ($3.9 billion in 1962 
not including $1.2 billion of reinvested 
earnings). In this sense these invest
ments are an element of considerable 
strength in the United States inter
national position. On the other hand 
the fact that these foreign investments, 
es|3ecially direct and other investments 
going to industrialized countries, have 
grown so fast suggests that invest
ment opportunities in the United States 
relative to those in comparable areas 
have not been attractive enough to 
absorb the funds available for invest
ment. 

The United States has maintained 
a stead.y and rising flow of capital.to 
other countries over a long period 
during which its reserve position has 
been under pressm'e. A considerable 
volume of these outflows is to be 
expected, given the relativelj'- abundant 
supplj'' of capital here compared to 
domestic demand and the great variety 
of capital needs throughout the world. 
Nevertheless- such flows are one of the 
factors which at least in the short run 
must be reckoned with as contributing 
to the balance of payments deficits. 


